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ALBERTA  LEGISLATURE 


OFFICE  OF  THE  AUDITOR  GENERAL 


AUDITOR'S  REPORT 


To  the  Board  of  Directors  of  the 

Alberta  Resources  Railway  Corporation 


I  have  audited  the  balance  sheet  of  the  Alberta  Resources  Railway 
Corporation  as  at  December  31,  1990  and  the  statements  of  operations  and 
changes  in  financial  position  for  the  year  then  ended.    These  financial 
statements  are  the  responsibility  of  the  Corporation's  management.  My 
responsibility  is  to  express  an  opinion  on  these  financial  statements  based 
on  my  audit. 

Except  as  explained  in  the  following  paragraph,  I  conducted  my  audit  in 
accordance  with  generally  accepted  auditing  standards.    Those  standards 
require  that  I  plan  and  perform  an  audit  to  obtain  reasonable  assurance 
whether  the  financial  statements  are  free  of  material  misstatement.  An 
audit  includes  examining,  on  a  test  basis,  evidence  supporting  the  amounts 
and  disclosures  in  the  financial  statements.    An  audit  also  includes 
assessing  the  accounting  principles  used  and  significant  estimates  made  by 
management,  as  well  as  evaluating  the  overall  financial  statement 
presentation. 

Under  the  terms  of  an  Agreement  between  Canadian  National  Railway  and  the 
Corporation,  Canadian  National  Railway  is  required  to  pay  a  tonnage  rental 
to  the  Corporation  based  on  the  amount  of  revenue  freight  carried  over  the 
Corporation's  railway.    The  Corporation  relies  on  reports  by  Canadian 
National  Railway  as  to  the  nature  and  amount  of  revenue  freight  to 
determine  the  tonnage  rentals  payable  under  the  Agreement  and  has  been 
satisfied  that  there  is  no  useful  and  economical  means  available  to  check 
the  accuracy  of  such  reports.    Accordingly,  my  verification  of  tonnage 
rental  revenue  of  $4,242,351  was  limited  to  the  amounts  reported  to  the 
Corporation  and  I  was  not  able  to  determine  whether  any  adjustments  might 
be  necessary  to  tonnage  rental  revenue,  operating  loss,  assets  and 
liabilities. 
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In  my  opinion,  except  for  the  effect  of  adjustments,  if  any,  which  I  might 
have  determined  to  be  necessary  had  I  been  able  to  satisfy  myself  concerning 
the  completeness  of  tonnage  rental  revenue  as  referred  to  in  the  preceding 
paragraph,  these  financial  statements  present  fairly,  in  all  material 
respects,  the  financial  position  of  the  Corporation  as  at  December  31,  1990 
and  the  results  of  its  operations  and  the  changes  in  its  financial  position 
for  the  year  then  ended  in  accordance  with  the  disclosed  basis  of  accounting, 
as  described  in  Note  2  to  the  financial  statements. 


FCA 

Auditor  General 


Edmonton,  Alberta 
April  2,  1991 


ALBERTA  RESOURCES  RAILWAY  CORPORATION 


BALANCE  SHEET 
DECEMBER  31.  1990 

ASSETS 


1990  1989 


Cash  $  1,104,735  $  5,688,082 

Accounts  receivable  365,987  329,679 

Due  from  the  Province  of  Alberta  2,453,254 

Railway    (Note  3)  10.072.865  17.625.364 


$13.996.841  $23.643.125 


LIABILITIES 


Accounts  payable                                             $  2,393,260  $  1,851,310 

Accrued  interest  payable                                    1,530,716  2,514,108 

Deferred  grant  revenue                                             -  1,044,282 

Due  to  the  Province  of  Alberta   -  608.061 

3.923.976  6.017.761 

Debenture  debt  (Note  4  and  Schedule  1)  50,000,000  78,440,172 
Less:    Sinking  fund  assets 

(Note  5  and  Schedule  2)                               39.927.135  60.814.808 

Net  debenture  debt                                           10.072.865  17.625.364 

$13.996.841  $23.643.125 


The  accompanying  notes  are  part 
of  these  financial  statements. 


ALBERTA  RESOURCES  RAILWAY  CORPORATION 


STATEMENT  OF  OPERATIONS 
FOR  THE  YEAR  ENDED  DECEMBER  31.  1990 

1990  1989 

Revenue: 

Tonnage  rental            ,                                $  4,242,351  $  4,306,012 

Railway  constructiop^grants    (Note  6)               3,150,612  4,082,910 

Interest              ^                                           216,967  169,051 

Leases                                                              39,545  40,937 

Miscellaneous                                                    15.930  14.870 

7.665.405  8.613.780 

Expenditure: 

Write  down  of  railway                                    10,703,111  12,039,507 

Interest  on  debentures                                    6,648,237  7,599,430 

Miscellaneous                                                   180.367  157.034 

17.531.715  19.795.971 

Operating  loss                                                  9,866,310  11,182,191 

Sinking  fund  earnings                                        6.383.696  6.387.794 

Excess  of  operating  loss  over  sinking  fund 

earnings                                                    3,482,614  4,794,397 

Less:    Contribution  by  the  Province  of 

Alberta    (Note  7)                                         3.482.614  4.794.397 

Net  income  for  the  year  $  -  $  - 


ALBERTA  RESOURCES  RAILWAY  CORPORATION 


STATEMENT  OF  CHANGES  IN  FINANCIAL  POSITION 


FOR  THE  YEAR  ENDED  DECEMBER  31.  1990 

1990  1989 

Operating  transactions: 

Operating  loss  $  (9,866,310)  $(11,182,191) 
Add  (deduct)  non-cash  item: 

Write  down  of  railway  10,703,111  12,039,507 

Decrease  (increase)  in  receivables  (36,308)  16,861 
Decrease  (increase)  in  advances  receivable 

from  the  Province  of  Alberta,  net  (3,061,315)  .  669,389 

Decrease  in  payables  (441,442)  (5,058,587) 

Decrease  in  deferred  grant  revenue  (1,044,282)  (669,483) 

Sinking  fund  earnings  6,383,696  6,387,794 

Contribution  by  the  Province  3.482.614  4.794.397 

Cash  provided  by  operating  transactions  6.119.764  6.997.687 

Investing  transactions: 

Additions  to  railway  (3,150,612)  (4,082,910) 

Decrease  (increase)  in  sinking  fund  assets  20.887.673  (7.956.597) 

Cash  provided  by  (applied  to) 

investing  transactions  17.737.061  (12.039.507) 

Financing  transactions: 
Debt  retirement: 

Redemption  of  debenture  (20,000,000) 
Redemption  of  notes  payable  to 

the  Provincial  Treasurer  (8.440.172)   - 


Cash  applied  to  financing  transactions  (28.440.172)   - 

Decrease  in  cash  (4,583,347)  (5,041,820) 

Cash  at  beginning  of  year  ►          5.688.082  10.729.902 

Cash  at  end  of  year  $    1.104.735  $  5.688.082 


ALBERTA  RESOURCES  RAILWAY  CORPORATION 


NOTES  TO  THE  FINANCIAL  STATEMENTS 
DECEMBER  31.  1990 


Note  1  Authority 

The  Alberta  Resources  Railway  Corporation  operates  under  the 
authority  of  the  Alberta  Resources  Railway  Corporation  Act, 
Chapter  A-36,  Revised  Statutes  of  Alberta  1980. 


Note  2     Significant  Accounting  Policies  and  Reporting  Practices 

These  financial  statements  have  been  prepared  in  accordance  with 
generally  accepted  accounting  principles  except  as  follows: 

(a)  Railway 

The  railway  asset  is  stated  at  cost  less  an  amount  written 
down,  so  that  the  net  book  value  of  the  railway  asset  is 
equal  to  the  amount  of  the  outstanding  debenture  debt,  net  of 
the  value  of  sinking  fund  assets.    Railway  additions  which 
are  funded  by  grants  from  the  Province  of  Alberta  are  written 
down  in  the  year  of  construction. 

(b)  Sinking  fund  assets 

Sinking  fund  assets  are  netted  against  debenture  debt. 
Included  in  the  sinking  fund  is  an  amount  that  the 
Corporation  has  allocated  for  the  redemption  of  debenture 
debt  which  is  in  excess  of  debenture  sinking  fund 
requi  rements. 

Sinking  fund  investments  are  valued  at  cost  less  unamortized 
realized  net  gains. 

Realized  gains  and  losses  on  disposals  are  considered  to  be 
an  adjustment  of  future  portfolio  yield  and  are  deferred  and 
amortized  on  a  straight-line  basis  over  the  lesser  of  ten 
years  or  the  remaining  term  to  maturity  of  the  disposed 
investment. 
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Note  3  Railway 


1990 


1989 


Swan  Landing-Grande  Prairie  railway  $109,997,665 
Peace  River-Dai showa  railway  28.706.648 


$108,028,797 
27.524.904 


Accumulated  cost 


138,704,313 


135,553,701 


Less  accumulated  write  down 


128.631.448 


117.928.337 


Net  book  value  equal  to  value  of 

net  debenture  debt  $  10.072.865         $  17.625.364 

Accumulated  cost  comprises  the  cost  of  all  land,  railroad, 
buildings  and  improvements  of  a  capital  nature  paid  for  by  the 
Corporation. 

Swan  Landing-Grande  Prairie  Railway 

The  Swan  Landing-Grande  Prairie  railway  assets,  except  land  not 
required  for  the  operation  of  the  railway,  are  leased  to  the 
Canadian  National  Railway  Company  (CNR)  under  the  terms  of  an 
agreement  dated  October  1,  1965.    The  agreement  requires  the 
payment  of  a  tonnage  rental  to  the  Corporation  based  on  the  amount 
of  freight  "carried  to  and  from  the  railway."    The  lease  was  in 
effect  until  January  1,  1990,  at  which  time  the  agreement  provides 
for  annual  renewals.    The  agreement  also  provided  CNR  with  an 
option  to  purchase  the  leased  assets  at  approximately  $174  million 
on  December  31,  1990  (1989  $170  million). 

Peace  River-Dai showa  Railway 

On  March  3,  1988,  the  Lieutenant  Governor  in  Council  authorized 
the  Corporation  to  construct  a  railway  from  Peace  River  to  the 
Daishowa  Canada  Co.  Ltd.  pulpmill  plant.    Railway  construction  was 
substantially  completed  in  July  1989. 

In  a  memorandum  of  understanding  dated  November  30,  1989,  between 
the  Corporation  and  Canadian  National  Railway  Company  (CNR),  CNR 
was  granted  the  right  to  occupy  and  operate  the  railway  trackage 
pending  transfer  of  the  railway  trackage  to  CNR.    The  transfer  is 
expected  to  be  completed  in  1992.    The  Corporation  is  finalizing 
the  acquisition  of  titles  to  land  through  which  the  railway 
trackage  was  constructed.    See  Note  9  for  contingent  claims 
related  to  the  acquisition  of  railway  land  and  the  construction  of 
railway  trackage. 
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Note  3     Railway  (continued) 


The  agreement  provides  for  CNR  to  receive  railway  trackage 
revenues  and  to  pay  for  maintenance  costs,  operating  costs  and  for 
liabilities  incurred.    The  transfer  will  have  no  effect  on  the 
Corporation's  net  income  or  net  asset  value. 


(a)  The  debenture  debt  is  fully  guaranteed  by  the  Province  of 
Alberta. 

(b)  Debentures  amounting  to  $25,000,000  held  by  the  Canada  Pension 
Plan  Investment  Fund  are  redeemable  at  the  option  of  the 
Minister  of  Finance  of  Canada  by  giving  six  months  notice  in 
writing  to  the  Provincial  Treasurer  and  observing  the  other 
redemption  provisions  of  the  debentures. 


A  sinking  fund  contribution  of  $500,000  is  required  in  1991  by  the 
terms  of  a  debenture  which  matures  in  1992. 

The  Corporation  has  elected  to  make  contributions  of  2%  of  gross 
debt  outstanding  at  the  year-end  as  required  by  a  Board  of 
Directors'  resolution.    At  December  31,  1990,  sinking  fund  assets 
were  in  excess  of  debenture  sinking  fund  requirements.    It  is  the 
intention  of  the  Corporation  to  use  sinking  fund  assets  for  the 
retirement  of  all  debenture  debt. 


The  Province  of  Alberta  issued  railway  construction  grants  to  the 
Corporation  as  follows: 


Note  4     Debenture  Debt 


Note  5     Sinking  Fund  Commitments 


Note  6     Railway  Construction  Grants 


1990 


1989 


Department  of  Transportation  and 

Utilities 
Department  of  Economic  Development 

and  Trade 


$1,968,868 


1.181.744 


$1,538,138 


2.544.772 


$3.150.612 


S4.082.910 
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Note  7     Contribution  by  the  Province  of  Alberta 

The  contribution  of  $3,482,614  (1989  $4,794,397)  has  been  made  out 
of  a  supply  vote  of  the  Department  of  Transportation  and 
Utilities.    Grants  issued  by  the  Department  are  recorded  by  the 
Corporation  as  railway  construction  grants  (Note  6). 


Note  8     Administration  Costs 

Salaries  of  Treasury  Department  staff,  accommodation  and  other 
overhead  costs  incurred  in  the  administration  of  the  Corporation 
have  been  borne  by  the  Province  of  Alberta  and  are  not  reflected 
in  these  financial  statements. 


Note  9  Contingencies 

Swan  Landing-Grande  Prairie  Railway 

Retroactive  to  January  1,  1987,  the  Corporation  is  claiming  an 
increase  in  the  tonnage  rental  rate  for  transporting  grain. 

In  1988,  the  Corporation  and  the  Canadian  National  Railway  Company 
referred  the  claim  to  arbitration.  It  is"  expected  that  settlement 
of  the  claim  will  occur  in  1991. 

The  amount  of  the  contingent  gain  cannot  be  estimated  at  this 
time.  Any  future  adjustment  of  the  1987,  1988,  1989  and  1990 
rates  will  be  accounted  for  as  a  prior  period  adjustment. 

The  Corporation  has  received  claims  totalling  $124,785  for  work 
performed  by  CNR  on  the  Swan  Landing-Grande  Prairie  railway.  The 
Corporation  has  rejected  the  claims  and  is  disputing 
responsibility  for  the  charges. 

Peace  River-Dai showa  Railway 

The  Corporation  is  involved  in  a  number  of  claims  amounting  to 
approximately  $500,000  relating  to  land  acquisition  and 
construction  of  the  Peace  River-Dai showa  railway.    The  outcome  of 
these  claims  cannot  be  estimated  at  this  time. 


r-  r*  i       c    /-\  r-   tug    a  i  i  r\  I 
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Note  10    Comparative  Figures 

The  1989  figures  have  been  reclassified  where  necessary  to  conform 
to  1990  presentation. 

Note  11   Approval  of  Financial  Statements 

These  financial  statements  have  been  approved  by  management. 


Schedule  1 


ALBERTA  RESOURCES  RAILWAY  CORPORATION 
SCHEDULE  OF  DEBENTURE  DEBT 
DECEMBER  31.  1990 

Interest  Principal 

Date  of  Issue           Maturity  Date               Rate  Outstanding 

Canada  Pension  Plan  Investment  Fund    (Note  4(b)) 

Oct.  1,  1973              Oct.  1.  1993                 7.61%  $  5,484,000 

Nov.  1,  1973              Nov.  1,  1993                 7.58%  5,877,000 

Dec.  3,  1973             Dec.  3,  1993                7.50%  5,170,000 

Jan.  2,  1974             Jan.  2,  1994                7.47%  2,775,000 

Feb.  1,  1974              Feb.  1,  1994                 7.53%  5.694.000 

25,000,000 

Alberta  Municipal  Financing  Corporation    (Note  5) 

Jul.  15,  1977            Jul.  15,  1992               9.00%  25.000.000 

Total  1990  $50.000.000 

Total  1989  S78.440.172 


Schedule  2 


ALBERTA  RESOURCES  RAILWAY  CORPORATION 
SCHEDULE  OF  SINKING  FUND  ASSETS 
DECEMBER  31.  1990 


Investments: 
At  cost 
Bonds 

Government  of  Canada 
Provincial  (Note  A) 
Corporate 


Bond  coupons  and  residuals 
Government  of  Canada 


Less  unamortized  realized  net  gains 


$14,861,711 
1,498,264 
1.125.000 

17,484,975 


21.932.742 

39,417,717 
(1.020.401) 

38.397.316 


Other  assets: 
Cash 

Accrued  interest  receivable 


Total  1990 
Total  1989 


866,310 
663.509 

1.529.819 

S39.927.135 

S60.814.808 


Note   A     There  are  no  bonds  of  the  Province  of  Alberta. 

B     The  market  value  of  the  total  sinking  fund  assets  at  December  31, 
1990  was  $39,952,988  (1989  $61,450,986). 


